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THE EYE OF THE STORM

It is no exaggeration to say that during the past
two years our profession has been engulfed in a storm

of allegations, investigations, and recommendations for
reform.

Our critics have been seeking ways to make audits

infallible in the sense that all material frauds or illegal
acts by management will be detected and disclosed on a
timely basis.

We have been caught in a cloudburst of

concern about corporate accountability and we are seen as
the most likely candidate to have responsibility for monitoring,

if not policing, the activities of the corporate entity.

Being rather sensible types who know enough to come in
out of the rain, we CPAs devised a course of action to find
a shelter from the onslaught.

We abandoned the status quo

and embarked upon a program of changes which we believed to

be an appropriate response to our critics.

Our program is

constructive and comprehensive and will, in the long run,
greatly strengthen our ability to serve the public.
Due to these actions, and changing circumstances, we

were successful in avoiding being inundated by the storm

which has now temporarily subsided.

Because of the present

calm, some of our colleagues are predictably suggesting
that we over-reacted and that had we been more patient,

the skies would have cleared and we could have once more
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enjoyed the peace and sunshine of our status quo.

Those who

hold this view are in for a rude awakening.

While I don’t particularly enjoy being a pessimist,
it is my opinion that we are merely in the eye of the storm
and that early next year we will again be buffeted by high
winds of hot air and another downpour of criticism.

Even

if our short-range radar is picking up false signals of
heavy weather ahead, there are longer-range more basic
trends that promise to confront us with a series of con

tinuing challenges for some time to come.

In short, we

have suffered a basic change in climate and we might as well

adapt ourselves to the new pattern of continuing scrutiny

and increasing expectations.
Let me cite for you some of the reasons why I hold

these views and you can judge for yourselves whether you
should rely on my weather forecast.
Perhaps the first signal that we are returning to
turbulent times will be the issuance of a report on an

investigation of our profession by the staff of the Federal
Trade Commission.

the next few weeks.

This should occur almost any time within
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This investigation has been going on for almost two
years and has presumably been focusing on three major issues:
1.

Whether the Uniform CPA Examination and
the state boards of accountancy are being

utilized to restrict the number of entrants
into the profession for purposes of restricting

competition.

2.

Whether there is excessive concentration
within the profession.

3.

Whether the profession’s rules prohibiting
advertising and solicitation are in violation
of the antitrust laws.

This issue

has become

largely academic since we have already modified
these rules as a result of pressures from the

Justice Department.

We have tried to anticipate what actions might be taken

by the FTC as a result of its investigation but we are frankly
somewhat at a loss to know what to expect.

We believe that

there is little likelihood that it will seek to replace the

state boards of accountancy with some form of federal licensing.
Usually the federal agencies are very wary of invading states
rights.

But we are also aware that the FTC has challenged
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the state licensing provisions of other professions as being

designed primarily to serve their own interests.

With respect to the concentration issue, we doubt that
there will be an attempt to break up the large CPA firms

into smaller units.

Some restrictions on further mergers

with large firms might be considered.

Also, it is possible

that charges of unfair pricing practices might be considered.

But price cutting has not been exclusive to any single segment
of the profession.

This is obviously all speculation and we will not know

what we must deal with until the report becomes public.

It

seems highly likely, however, that in view of the activist

role of the FTC, the report will mount yet another attack
on the profession to which we must respond.

The next big blow may come from two directions at
approximately the same time -- one from the Justice Department

and another from Congress.
The Justice Department has been pursuing restrictions

in our ethical rules for nearly two years.

Its latest demands

have been that we repeal our prohibition on encroachment and
that we remove the second sentence of our modified rule on

advertising and solicitation.
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Because we now permit advertising, the rule banning

encroachment is really a nullity and there should be no

objection to its repeal.

However, our prohibition of direct

uninvited solicitation of a specific client is another matter.

Many of our colleagues regard this as a last bastion of our
professionalism and believe we should litigate the matter
all the way to the U. S. Supreme Court if necessary.
I believe this view is a great exaggeration since there

are characteristics that are far more important to our pro

fessionalism such as competence, objectivity, and integrity.

If this is not so, then we are indeed on thin ice in claiming
to be a profession.

In any event, our Board of Directors is convinced that
the best of a bad set of alternatives is to voluntarily

remove the second sentence of the present rule that prohibits

direct, uninvited solicitation.

Its opinion is based upon

the advice of our legal counsel that recent Supreme Court
decisions make it almost certain that we could not successfully

defend our rule in litigation.

If we were to have to sign a

consent decree either before or after losing following a
trial, we most likely would be barred from even suggesting

that our members voluntarily refrain from engaging in
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solicitation.

This would not be true, however, if we took

voluntary action to eliminate the rule before the filing of
a complaint by the Justice Department.

Thus, we would be

in a better position by following such a course rather than
being unsuccessful in litigation.

At the October meeting of our governing Council,
submission of a proposal to remove the second sentence

of the advertising rule to a vote of the membership was
approved.

However, a majority of the Council members

indicated that they were opposed to voluntarily dropping
the solicitation prohibition.

It is difficult to predict how our members will vote
on this issue, but I suspect that the attitude of the Council

reflects the likely outcome and we must remember that it takes

2/3 of those voting to amend a rule.
period will fall in late March.

The end of the balloting

Based upon our discussions

with the Justice Department, we expect that a complaint will
be filed in federal court if the proposed rule amendment fails

to gain approval.

Thereafter, we will have several points

at which decisions must be made whether to sign a consent

decree or to litigate further.
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While we will mount a vigorous defense if this is the
wish of the Council and the members, it does seem rather

foolish to litigate in the face of almost impossible odds,
to preserve a prohibition that is difficult, if not impossible,

to enforce.

Furthermore, if we lose, we will be in a worse

position than if we took voluntary action to amend the rule.
One thing seems certain.

The matter will not be settled

without considerable turmoil and expenditure of effort and
money.

When the new Congress convenes in January, it will
probably spend the first month or two sorting out committee
assignments and getting organized.

By late March we expect

that activities with respect to the scrutiny of our profession
will resume.

We have been told by a reliable congressional source
that the bill introduced by Mr. Moss last year will be refiled.
This time there will be ample time for the proponents of the

bill to arrange for legislative hearings and to seek to bring
it to a vote on the floor of Congress.
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Also, Congressman Eckhardt, who will chair one of the
key subcommittees of the House Interstate and Foreign Commerce

Committee, has stated that he plans to hold hearings during
1979 to monitor the progress of the profession toward effective

self-regulation.

In the Senate, Senator Eagleton has indicated that the

Subcommittee on Governmental Efficiency and the District of
Columbia, which he chairs, will hold similar hearings next

spring.

In a recent speech to the Missouri Society, he

expressed dissatisfaction with the profession's efforts to
date and we expect that Mr. Jack Chesson, who is a member
of the staff of the subcommittee, will continue to encourage

this point of view and to seek legislation to regulate the

profession.
Under these circumstances, there is every likelihood

that we are in for a stormy period during most of 1979.

Compounding this gloomy outlook is the fact that the
SEC has promised to file another progress report with the
Congress next July.

Because considerable lead time is

required to prepare the report, we can expect that we will
come under strong pressure from the SEC to accede to a number
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of its recommendations which are currently under consideration.

Among these issues are the following:
1.

Audit committees --We have been urged to
adopt a requirement that would mandate

independent audit committees for all SEC
companies.

A special AICPA committee

studying this matter has concluded that

we do not have the legal authority and

should not adopt such a requirement.

Furthermore, it believes that audit
committees are not necessary to maintain

auditor independence or to conduct an audit
in accordance with generally accepted auditing

standards.
2.

Access to W/Ps -- the SEC wishes to have
full access to peer review working papers

to form its own judgments about the

effectiveness of the program.

The Public

Oversight Board of the SEC Practice Section

of Firms has considered this matter and has

suggested that a decision be deferred pending

gaining more experience with the peer review

program.
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3.

The SEC has expressed great concern about
the possible effect on the independence of

auditors who provide management advisory
services to their audit clients.

The Public

Oversight Board has studied this matter in
great depth and expects to issue a report
on its conclusions in late December.

Pre

liminary indications are that the Board will

conclude that there is no valid basis for

prohibiting the rendering of consulting
services to audit clients providing an
advisory role is adhered to.

In addition,

there are serious antitrust questions about

any private organizations limiting activities

in this area without a valid reason for

doing so.
4.

Both the SEC Practice Section and the SEC
believe that work done outside the country

on U. S. engagements should be subject to
the peer review program.

However, this

involves issues of national sovereignty
and the profession in the U. K. and in
Europe is so far strongly opposed to any
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such invasion by U. S. reviewers.

We are

currently carrying on negotiations with our

colleagues in the U. K. in an attempt to
find a mutually acceptable solution.

While this is not an exhaustive list of issues, it is
sufficient to point out that the SEC is not likely to be

pleased with their collective outcome.

This is very important

because the opposition of the Commission to legislation that

would impose new regulation on the profession is critical
to the defeat of any such proposals.

If the Commission were

to reach the conclusion that its support of the profession’s

self-regulatory program is no longer tenable, it might decide

against opposing new regulatory legislation such as the Moss

bill or to recommend its own legislation.

If this were to

occur, our ability to remain self-regulated would be greatly
threatened.

The future position of the SEC regarding the profession

is likely to come under full review as a result of the upcoming
Congressional hearings and the preparation of its July report
to Congress.

The outcome is unpredictable but it is almost

certain that the months ahead will not be a period of stability
and tranquility.
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Critical to the future course of events is how well
the AICPA’s Division for Firms performs.

The core of the

profession’s self-regulatory effort is the peer review

program.

The Peer Review Committees of the two sections

are making good progress toward establishing the policies
and procedures for conducting and reporting on peer reviews.

However, there are substantial complexities in the imple
mentation of the program and the carrying out of reviews
in any quantity is not expected to get underway in earnest

until next spring.
Because of the time required to fully implement the

program and because many firms want more time to get their
systems of quality control in order, there are only a few

firms electing to have reviews in 1979 and most are electing
to defer reviews until the latest permissible date.

This

lack of a significant number of reviews in the first two

years is bound to be the subject of severe criticism by
those who are skeptical that we can regulate ourselves and
who choose to ignore the complexity of establishing the

program.

Thus, it poses a danger that the proponents of

legislation will have a stronger case.

The SEC Practice Section Executive Committee was

attempting to deal with this by adopting a system of
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designating when member firms must have a review.

However,

this also has its dangers since many of the smaller member

firms might elect to resign from the section rather than
undergo an early review for which they feel unprepared.

Any

substantial reduction in membership would also undermine
confidence in the viability of the self-regulatory program.

Last week the Executive Committee adopted a course of action
designed to avoid mandating dates of peer reviews and to provide
information to the SEC and congressional committees regarding

the percentage of stock exchange and over-the-counter companies
that will be covered in 1978-79.
Two things which must happen over the coming months if

we are to be successful in avoiding federal legislation:
1.

We must carry out a representative number
of peer reviews, and

2.

More firms must join the two sections to
make it clear that the program of self
regulation has the substantial support

of the profession.
I believe that both can be achieved but it will not

be easy.

It will take hard work on the part of the peer

review committees and their staffs, and even more important,
the broad cooperation and participation of our members.

It
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is an enormous, complex, and costly task, but if we fail, the

alternative of direct government regulation is likely to be

even more burdensome.
The Public Oversight Board is playing a vital role

in providing an objective appraisal of the profession’s
progress to both the SEC and Congress.

It has had, and

will continue to have, a moderating influence on the more

extreme criticisms of the profession and is in a better
position to dispel many of the unwarranted expectations

and misunderstandings that exist in the minds of those who
are not fully informed about the proper responsibilities of

auditors.
The Board has been playing a key role in helping to
resolve the various issues that have arisen between the

SEC and the SEC Practice Section Executive Committee.

One

such issue is whether investigations and sanction proceedings

should be deferred pending the outcome of litigation in cases

involving alleged audit failures.

The Board has made an

extensive study of the legal and public policy questions
involved and is expected to express its conclusions within
the next month or two.

This will be a critical decision however it comes out.
The Congressional committees and the SEC on one side and the
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SEC Practice Section Executive Committee on the other all

feel strongly about their respective positions.

Hopefully,

the objectivity and credibility of the Public Oversight Board

will be sufficient to persuade all parties to accept their
recommendations whatever they may be.
Another matter of considerable importance to how our

critics view the effectiveness of our self-regulation is
how well our disciplinary machinery functions with respect
to individual member CPAs.

With the repeal of our behavioral

type Rules of Conduct we are free to concentrate on the
enforcement of our Rules on Independence and Technical
Standards.

In the past we have had considerable difficulty in
dealing with cases involving alleged violations of technical

standards for several reasons:
1.

Very few such complaints are filed with
the professional ethics committees of the
AICPA and state societies.

Thus, we are

forced to seek out and initiate cases on

our own.

2.

The problems of dealing with cases in liti

gation have delayed investigations and
hearings for long periods of time.
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3.

Determining whether a violation warranting
disciplinary sanctions has occurred is often

a difficult task requiring an extensive in

vestigation and a great number of man-hours.
Despite these difficulties, the time has arrived for
our profession to find a way to be more aggressive and
effective in monitoring and disciplining instances of sub

standard performance by individual CPAs.

Accordingly, our

professional ethics division has been directed to establish
a new effort to monitor reports issued by members and initiate

disciplinary proceedings when warranted by sub-standard work.

The combined work of members of the division and increased
staff will be directed toward an aggressive program to gain
access wherever possible to reports issued by members on

financial statements.
The AICPA's Board of Directors has also authorized the

appointment of a special joint study group with the National

Association of State Boards of Accountancy and the State
Society Executives Association to reexamine the present
regulatory structure with a view toward eliminating unnecessary

duplication and making it more effective.

Hopefully, the other

two groups will agree to participate in such a study which
is made more urgent by the present proliferation of multiple
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peer review programs and the emerging efforts to step up

disciplinary activities of the State Boards of Accountancy.

While we have no desire to create a police-state for
CPAs, we owe it to ourselves and to the public to employ

every means to assure a high level of performance by members

of our profession.

At the same time we do not wish to create

any unnecessary layers of regulation.

Probably what is most

needed is to make our disciplinary machinery more effective
rather than adding additional layers to the many forms of

regulation that currently exist.

Part of the rough weather during the past year was the
lawsuit filed against the AICPA by 18 members seeking to

suspend the Division for Firms.

That suit has now been laid

to rest but it was symptomatic of a widespread feeling among

local practitioners that they are increasingly being put at

a competitive disadvantage by excessive standards and having

to comply with new requirements imposed as a result of the
criticisms of the performance of the large firms.

This

frustration often manifests itself in expressions of
dissatisfaction with the AICPA although it is seldom

accompanied by specific suggestions on what should be done.
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At the annual meeting of the AICPA in October, one
of the petitioners in the lawsuit, Eli Mason of New York,
moved that a special committee be appointed to study the

future prospects and viability of small and medium-sized
firms.

The motion was over-whelmingly adopted and we have

nearly completed the appointment of such a special committee
which will be chaired by Sam Derieux from Richmond, Virginia.
The appointment of the committee was suggested partly

out of concern about the recent mergers and dissolutions of

several medium-sized firms and the problems of displacement
being encountered by such firms.

These problems have been

extensively studied in the past without success in terms of

finding effective solutions.

Because freedom of choice of

auditors is likely to remain a right of those to be audited,

there are no apparent sure-fire solutions to the problem of
displacement of smaller firms by the large firms.

Never

theless, I am certain that the new special committee will

leave no stone unturned in its attempt to find ways to

remove any inappropriate competitive disadvantages of the
local practitioner.
Having practiced for a number of years in Wisconsin in
communities of 30,000 and 50,000 population, I have considerable
sympathy for the problems a local practitioner faces in
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dealing with the complexities of practice.

Nevertheless,

I know of no local practitioner worth his salt whose
practice is not growing today.

He has one great advantage

over the larger firms in that he can provide a continuity
and personal attention to clients that is impossible to

match in the context of a large CPA organization.

Indeed,

within the past five years the number of local CPA firms in
the U. S. has grown dramatically.

Local practitioners are not a disappearing breed.

To

the contrary, they are doing better than ever despite the

intense competition and the growing body of standards and
requirements that must be complied with.
It is true, however, that some of the requirements

applicable to publicly-traded companies are largely
irrelevant for smaller and privately-held companies.

It

is also true that the AICPA can and should do more to help
the smaller CPA firms.
a number of ways.

We have responded to these needs in

We have pressured the FASB into accepting

the concept that some types of disclosures should not be

required for non-public companies.

We established the

private companies practice section to, among other things,

serve as a conduit for the voice of the local practitioners
and to look after their interests within the profession.

We
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have in process an auditing and accounting manual to help
firms in their practice.

We have created a client newsletter

to assist them in serving their clients.

I hope the new

special committee will identify additional ways in which
the AICPA can be helpful.

Another problem affecting the entire profession is

what to do about the increasing need for specialization
in practice.

A special committee studied this matter at

length and recently recommended that a pilot program of
formal accreditation through examination, experience, and

CPE requirements be implemented.

The Board of Directors

did not embrace this recommendation primarily because it

believed it would create further turmoil at a time when we

were already suffering from future shock.

In addition, I

suspect that many of the Board members were unconvinced

that there was any great public need for identification
of specialists at this time.
We are faced, however, with the fact that members may

now advertise and will be claiming to be specialists of

all kinds.

Accordingly, we have appointed a special

committee to develop broad guidelines on minimums that
ought to be met to avoid being false, deceptive, or misleading
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in claiming to be a specialist.

If the committee is suc

cessful, members will be on notice that they violate such
guidelines at their peril of being found guilty of violating

our present advertising rule which prohibits false or deceptive

statements or claims.

This form of self-designation is perhaps

as far as we should go in dealing with specialization for the
foreseeable future.

CONCLUSION
The weather ahead may be stormy and may continue to

be so for some time to come.

But we are adapting to the

changes in our environment and I am not at all pessimistic
about our future.

To the contrary, I believe that the

present criticisms are only a symptom of the growing
recognition of the importance of the role which our profes

sion plays in the economic life of our country.
There still exists a great reservoir of confidence
and respect for our integrity and objectivity as a profes

sion.

Practitioners, like yourselves, have made a strong

contribution to that pool of good will.

Our profession has

perhaps done more to be responsive to criticisms than any

other private group and we should be proud of our record

despite some failings in the 1960’s.
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Because we are seen as a profession that has a vital

role to play as guardians of accountability in all aspects
of the business community, I am convinced that we are on
the brink of enormous opportunities to be of service.

This

may be particularly true with respect to assisting government
at all levels to return to fiscal sanity and achieve better
systems of accountability.

We have only to seize these

opportunities to realize our full potential for serving

public needs.
As practitioners you can and must play an important

part in the process of becoming a multi-discipline based

profession designed to assume responsibilities for an
ever-broadening range of accountability.

you will.

I am confident

